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UNCLAS LONDON 12250 

E.O. 11652: N/A 
TAGS: EFIN, ETRD, UK 

SUBJECT: EXPORT CREDIT GUARANTEE SCHEME EXPANDED TO 
COVER EOREIGN EXCHANGE LOSSES 

1. THE GOVERNMENT ANNOUNCED THAT AS OF OCTOBER 1, IT WILL 
EXPAND THE PRESENT EXPORT CREDITS GUARANTEE SCHEME TO COV- 
ER LOSSES WHICH EXPORTERS INCUR THROUGH INVOICING IN 
FOREIGN CURRENCIES WHEN A BUYER DEFAULTS. THIS WILL IN- 
CLUDE LOSSES THROUGH DEFAULT WHICH RESULT FROM EXPORTERS 
COVERING IN FORWARD EXCHANGE MARKETS OR THROUGH 
FOREIGN BORROWING. 

2. CURRENTLY THE EXPORT CREDIT GUARANTEE DEPARTMENT'S 
(ECGD) COMPREHENSIVE GUARANTEES ARE STERLING BASED. WHEN 
A BUYER DEFAULTS ON A FOREIGN CURRENCY DENOMINATED CON- 
TRACT, ECGD PAYS THE CLAIM BASED ON THE STERLING RATE PRE- 
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VAILING WHEN THE CONTRACT WAS SIGNED RATHER THAN THE PRE- 
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VAILING RATE AT THE TIME OF DEFAULT. RECENT CURRENCY FLUC- 
TUATIONS HAVE INDUCED MANY EXPORTERS TO COVER THEM- 
SELVES BY FORWARD STERLING PURCHASES OR OVERSEAS BORROW- 
ING. HOWEVER, IF A BUYER DEFAULTS THE EXPORTER MUST COV- 
ER THE FORWARD COMMITMENT OR BORROWING THROUGH A SPOT 
MARKET PURCHASE. 

3. UNDER THE CURRENT EXPORT CREDIT GUARANTEE SCHEME ECGD 
WOULD NOT BE ABLE TO QUANTIFY ITS LIABILITIES (WHICH MUST 
BE KEPT WITHIN STATUTORY LIMITS) IF IT PAID STERLING AT 

THE RATE AT TIME OF DEFAULT RATHER THAN THE RATE AT THE 
TIME OF CONTRACT COMMITMENT. IN ADDITION, THERE WAS SOME 
FEAR THAT IF ECGD SET A PERCENTAGE LIMIT WHICH IT WOULD 
PAY AS RESULT OF STERLING DECLINE, THIS MIGHT POSSIBLY BE 
INTERPRETED AS AN OFFICIAL EXPECTATION OF STERLING DEPRE- 
CIATION. 

4. UNDER THE NEW POLICY EFFECTIVE OCTOBER I, EXPORTERS 
INVOICING IN FOREIGN CURRENCIES WILL BE COVERED AGAINST 
BUYER DEFAULT THAT RESULT IN ADDITIONAL LOSSES DUE TO EX- 
CHANGE RATE CHANGES. EXPORT CREDIT COVER WOULD BE RE- 
LATED TO THE RATE OF EXCHANGE AT THE TIME THAT THE DEFAULT 
OCCURRED BUT WITHIN GIVEN PERCENTAGE LIMITS DEPENDING 
UPON THE LENGTH OF MATURITY OF THE CONTRACT. 

A) FOR CREDIT TERMS UP TO 6 MONTHS ECGD WILL PAY UP 
TO 10 PERCENT ABOVE THE STERLING RATE PREVAILING AT THE 
TIME THE CONTRACT WAS SIGNED. THIS ADDITIONAL 10 PERCENT 
WILL BE PAID FROM GENERAL PREMIUM REVENUES: NO ADDITIONAL 
PREMIUM WILL BE REQUIRED AT THIS TIME. BUT THE GENERAL 
PREMIUM CHARGE WILL BE REVIEWED BASED ON PAYOUT EXPERI- 
ENCE. 

B) FOR MEDIUM TERM CREDIT OF UP TO 5 YEARS THE EX- 
PORTER MAY CHOOSE THE EXTENT OF ADDITIONAL COVERAGE DE- 
SIRED. AN ADDITIONAL PREMIUM WILL BE CHARGED ON A PRO- 
RATA BASIS DEPENDING ON THE PERCENT OF EXCHANGE LOSS COV- 
ERAGE DESIRED. 

C) FOR CONTRACTS WITH A MATURITY IN EXCESS OF 5 

YEARS ECGD WILL OFFER OPEN ENDED COVERAGE FOR EXCHANGE 
LOSSES. HOWEVER, THERE WILL BE A "STIFF PREMIUM CHARGE." 

THE PAYMENT FOR LONGER TERM CONTRACTS WILL BE DONE IN CO- 
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ORDINATION WITH H.M. TREASURY THROUGH THE EXCHANGE EQUALI- 
ZATION ACCOUNT, WITH A PORTION OF THE PREMIUMS BEING PAID 
INTO THIS ACCOUNT. 

5. ONLY THOSE EXPORTERS WHO HAVE COVERED THEMSELVES 
THROUGH FORWARD EXCHANGE MARKET TRANSACTIONS OR OVER- 
SEAS BORROWING WILL BE ELIGIBLE FOR COVERAGE. IN ADDITION 
COVER WILL ONLY APPLY TO THOSE CURRENCIES IN WHICH THERE 
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IS A FORWARD EXCHANGE MARKET OR BORROWING FACILITY. 

6. COMMENT: AS WE UNDERSTAND THE NEW SCHEME IT IS NOT 
INTENDED AS STRAIGHT INSURANCE AGAINST CURRENCY FLUCTUA- 
TIONS AND IS APPLICABLE ONLY IN THOSE CASES OF BUYER 
DEFAULT. 

ARMSTRONG 

UNCLASSIFIED 
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